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for such facility at the time and place, and under the circumstances proposed and that the 

continued operation of such facility would be jeopardized by a limitation of reimbursement 

pursuant to subdivision (e). 

(4) A lease with a related organization described in subdivisions (a) or (d) of 

section 86-2.26 of this subpart shall be deemed to be a non-arms length lease. 

(5) Any capital expenditures associated with non-arms length leases shall be 

approved and certified to, if required, under the hospital certificate of need process. In the 

computation of reimbursement for non-arms length leases, the capital cost shall be included in 

allowable costs only to the extent that it does not exceed the amount which the facility would 

have included in allowable costs i f  it had legal title to the asset (the cost of ownership), such as 

straight-line depreciation, insurance, and interest. Accelerated depreciation on these assets may 

not be included in allowable costs under any circumstances. 

O C f  2 t . lQB3 
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(d) The provisions of subdivision (e) of this section shall not apply to hospital­
based residential health care facilities. Such facilities will be reimbursed pursuant to capital 
cost regulations in Subpart 86-1 of this part. 

(e ) ( l )Subject to the provisions of subdivisions (c), (d) and (0of this section, the 
capital cost component for every facility shall consist of the payment factors provided in this 
subdivision that, in any year of useful facility life, are applicable to the facility. 

(2)Interest. The capital cost component shall, in each year of useful facility life, 
include a payment for factor sufficient to reimburse, at a rate which the commissioner finds to 
be reasonable under the circumstances prevailing at the time of the placing of the capital 
indebtedness, interest on capital indebtedness. 

( 3 )Amortization. (i) Subject to the limitations of paragraph (5) of this 
subdivision, the capital cost component shall, in each year of useful facility. 

c -;;I .- ' 
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l i f e ,i n c l u d e  a p a y m e n tf a c t o rs u f f i c i e n tt or e i m b u r s et h ea m o r t i z a t i o n  

componen t  o f  c a p i t a li n d e b t e d n e s sp u r s u a n tt ot h et e r m so ft h em o r t g a g en o t e  

o r  bond. 
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(ii)The c a p i t a li n d e b t e d n e s s  o f  a f a c i l i t y ,t ot h e  

e x t e n t  t h a t  t h e  o r i g i n a l  p r i n c i p a l  o f  suchdeb tdoesno t  

e x c e e d  t h e  i n i t i a l  a l l o w e d  f a c i l i t y  c o s t  o f  t h e  f a c i l i t y  

s h a l lb er e c o g n i z e da sf o l l o w s :  

(a )  For c a p i t a li n d e b t e d n e s s  w i t h  a ne f f e c t i v e  

t e r m  o f  10 yea rs  o f  l e s s ,a m o r t i z a t i o ne x p e n s e  will be 

r e c o g n i z e df o rt h ep u r p o s eo fr e i m b u r s e m e n to n l y ,  i f  

t h e  s c h e d u l e  o f  d e b t  a m o r t i z a t i o n  i s  w i t h i n  t h e  

l i m i t a t i o n  s e t  f o r t h  i n  s e c t i o n8 6 - 2 . 2 1 ( e ) ( 5 )o ft h i s  

S u b p a r tf o re a c h  of t h ey e a r so fd e b ta m o r t i z a t i o n .  

( b )  F o r  c a p i t a li n d e b t e d n e s sw i t ha ne f f e c t i v e  

t e r mi ne x c e s s  o f  10 yea rs ,amor t i za t i onexpense  will 

b er e c o g n i z e df o rt h ep u r p o s e  of reimbursementupon a 

d e t e r m i n a t i o nb yt h ec o m m i s s i o n e rt h a tt h ef o l l o w i n g  

s tandardsaremet :  

( 1 )  t h e  d e b t  i s  i n c u r r e df o ra u t h o r i z e d  

purposes;  

( 2 )  t h ei n t e r e s tr a t e  i s  reasonab le  f o r  t h e  

t i m ea n dp l a c ei nw h i c ht h ec a p i t a li n d e b t e d n e s s  

. i s  committed,and f o rt h et y p eo fi n d e b t e d n e s s  

a s s o c i a t e dw i t ht h ei n t e r e s tr a t e ;  
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( 3 )  the amortization schedule is reasonable 

(amortization must be requiredin each year o f  

the mortgage in accordance with the established 


financial practices); 


( 4 )  the effective term is consistent with 

customary commercial practices in the geographic 


area of the facility; and 


( 5 )  the effective term is in accordance 

with efficient production of services. 


c) For capital indebtedness other than first 

mortgages, the amortization expense will be recognized 

for the purposeo f  reimbursement upon a determination 

by the commissioner that the debt, complies with the 

standards set forth in section 86-2.21(e)(3)(ii)(b) o f  

this Subpart, and the following additional standards: 

(1) they must be incurred for the purpose 

of financing either an approved purchase or 

construction o f  a facility; and 

( 2 )  the effective term o f  financing For  a 

capital improvement is reasonable when compared 

to the estimated u s e f u l  life o f  the improvement. 

(d) Capital indebtedness f o r  any unauthorized 

purpose wi 1 1  n o t  be recognized f o r  any reimbursement 

purpose. -. 

c*- c .-
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( 4 )  R e t u r no fe q u i t y .S u b j e c tt ot h el i m i t a t i o n so f  

paragraph ( 5 )  o ft h i ss u b d i v i s i o n ,t h ec a p i t a lc o s t  component 

s h a l li n c l u d e  a payment f a c t o rs u f f i c i e n tt or e t u r ne q u i t y .  A 

f a c i l i t y  s h a l l  be e l i g i b l e  f o r  t h e  r e t u r n  o f  e q u i t y  commencing 

i n  t h e  f i r s t  y e a r  f o l l o w i n g  t h e  d e p a r t m e n t ' s  d e t e r m i n a t i o n ,  

among o t h e r  f a c t o r s ,  t h a t  t h e  f a c i l i t y  h a s  t h e  a b i l i t y  t o  meet 

c u r r e n tc a p i t a li n d e b t e d n e s s( i n c l u d i n gp r i n c i p a la n di n t e r e s t )  

o v e rt h eb a l a n c e  o f  u s e f u lf a c i l i t yl i f e .T h i ss h a l l  mean t h a t  

w i t h i nt h ec o n f i n e so ft h er e g u l a t i o n se x p r e s s e di nt h i s  

Subpar t ,cap i ta lre imbursemen t  will be s u f f i c i e n t  t o  p r o v i d e  f o r  

t h er e m a i n i n ga m o r t i z a t i o n  o f  c a p i t a li n d e b t e d n e s s .  The 

c o m m i s s i o n e r ' sd e t e r m i n a t i o ns h a l la l s ot a k ei n t oa c c o u n ts u c h  

f a c t o r s  as t h e  age, s i z e ,  l o c a t i o n  and c o n d i t i o n  o f  t h e  

f a c i l i t y ,  a n dt h ef i n a n c i a lc o n d i t i o n  o f  t h ef a c i l i t y .  . 

( 5 )  L i m i t a t i o n .  reimbursement( i )  Annual payments f o r  

c a p i t a lc o s tu n d e rp a r a g r a p h s  ( 3 )  and ( 4 )  of  t h i ss u b d i v i s i o n  

s h a l l  n o t  a t  a n y  t i m e  r e s u l t  i n  a cumula t iveaveragepaymentin  

excessofth reeandthreeone-hundredthspercent  o f  i n i t i a l  

a l l o w e df a c i l i t yc o s t .  For y e a r sp r i o r  t o  1981,  a c t u a l  

a m o r t i z a t i o n  or d e p r e c i a t i o np a i db yM e d i c a i d  will beused i n  

t h ec o m p u t a t i o no ft h el i m i t a t i o n .  F o r  y e a r sp r i o rt oM e d i c a i d  
-. .,i 

or i n  hen payments anMedica id d id  n o t  inc ludeexpense 

e q u i v a l e n t  o f  d e p r e c i a t i o n  or a m o r t i z a t i o n ,  a t h r e ea n dt h r e e  

one-hundredthspercentpayment will beimputed. 



NEW YORK 
-81 -

At tachment  4 . 1 9 4  
P a r t  I,& 

(ii)T h i sl i m i t a t i o n  may bewaivedbythe 

commissionerwhere a f a c i l i t y  a p p l i e s  t o  t h e  c o m m i s s i o n e r  
.> 

f o ra p p r o v a lt of i n a n c ea ne x i s t i n gm o r t g a g eb e c a u s ei t s  

recogn izedamor t i za t ionexpenseexceedstheamount  o f  

a l l o w a b l er e i m b u r s e m e n tf o ra m o r t i z a t i o n  o f  p r i n c i p a l  and 

i n t e r e s t  e x p e n s e  ( i n c l u d i n g  c r e d i t  f r o m  p r i o r  a m o r t i z a t i o n  

re imbursement) .  I n  thoseins tanceswherethecommiss ioner  

d e t e r m i n e st h a t  it would bemoreexpensive t or e i m b u r s et h e  


d e b t  s e r v i c e  t h a t  would b ei n c u r r e d  i f  t h e  f a c i l i t y  


r e f i n a n c e dt h er e m a i n i n gp r i n c i p a l ,t h a n  it wouldbe t o  


c o n t i n u et or e i m b u r s et h ed e b ts e r v i c eo nt h ee x i s t i n g  


mortgage,thecommiss ioner  may re imburse  up t o  t h ea c t u a l  


d e b ts e r v i c ei n c u r r e db yt h eF a c i l i t yu n d e rt h ee x i s t i n g  


m o r t g a g e ,p l u sr e t u r n  on e q u i t yi na c c o r d a n c ew i t ht h e  


p r o v i s i o n so f  paragraph ( 6 )  of t h i ss u b d i v i s i o n .  


( 6 )  Return  on e q u i t y .  The c a p i t a lc o s t  component
For 

e v e r y  f a c i l i t ys h a l l i n c l u d e  a p a y m e n tf a c t o rs u f f i c i e n tt op a y  

anannua lra te  of  r e t u r n  on ave rageequ i t y ,  a s  suchaverage 

annua lequ i t ysha l lbede te rm inedbythecommiss ione rineach  

yea r  o f  u s e f u l  f a c i l i t y  l i f e .  

( 7 )  Residualreimbursement.  A f t e r  t h ee x p i r a t i o n  o f  

u s e f u lf a c i l i t yl i f e ,t h ec o m m i s s i o n e r  may approve a payment 
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f a c t o r  f o r  a n y  f a c i l i t y  f o r  w h i c h  h e  d e t e r m i n e s  t h a t  c o n t i n u e d  

c a p i t a lc o s tr e i m b u r s e m e n ti sa p p r o p r i a t e ;p r o v i d e d ,h o w e v e r ,  

t h a ts u c hp a y m e n tf a c t o rs h a l ln o te x c e e do n eh a l fo ft h e  

c a p i t a lc o s tr e i m b u r s e m e n tr e c e i v e db ys u c hf a c i l i t yi nt h e  

f i n a l  y e a r  o f  u s e f u l  f a c i l i t y  l i f e .  

(8)  Capi ta l  cos timprovement  re imbursement .  (i)The 

c a p i t a li m p r o v e m e n tc o s ts h a l lb er e i m b u r s e db ya d j u s t i n gt h e  

i n i t i a la l l o w e df a c i l i t yc o s t ,c a p i t a li n d e b t e d n e s s ,e q u i t y  

d e t e r m i n a t i o n sa n dl i m i t a t i o n sa ss t a t e di np a r a g r a p h  ( 5 )  o f  

t h i ss u b d i v i s i o n ,t oi n c l u d et h ec a p i t a li m p r o v e m e n tc o s t .  

(ii)Adjustments i n  accordancewi thsubparagraph (i) 

o ft h i sp a r a g r a p hs h a l l  be made i n  t h e  f o l l o w i n g  manner: 

( a )  i f  t h ec o s to f  animprovement i s  $100.000 o r  

more,and c e r t i f i c a t e  o f  needapprovalhas been 

grantedbythecommiss ioner ,thencomponentusefu l  

l i f e  f o r  theimprovement wiil be p e r m i t t e d .  Such 

componentusefu l  l i f e  will be e q u i v a l e n tt ot h e  

e s t i m a t e da s s e t  l i f e  i n  a c c o r d a n c ew i t ht h e  medicare 

Provider Reimbursement Manual o rt h er e m a i n i n gu s e f u l  

l i f e  o ft h ef a c i l i t y ,w h i c h e v e r  i s  l e s s .  Where a 

c a p i t a li m p r o v e m e n ta d j u s t st h ee x p e c t e du s e f u ll i f e  

o f  t h e  f a c i l i t y  b e y o n dt h er e m a i n i n gp o r t i o n  o f  t h e  

o r i g i n a lu s e f u lf a c i l i t yl i f e ,t h el i m i t a t i o ns e t  

86 - 4  
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f o r t hi ns e c t i o n8 6 - 2 . 2 1 ( e ) ( S )  o f  t h i sS u b p a r t ,  will 

b ei n c r e a s e dt oa l l o wf o rt h er e i m b u r s e m e n to ft h e  

a m o r t i z a t i o nc o m p o n e n to ft h ed e b to b t a i n e dt of i n a n c e  

theimprovement .  

( b )  I f  t h e  c o s t  ofanimprovement  i sl e s st h a n  

$100,000,thenthecos t  will b er e i m b u r s e do v e rt h e  

r e m a i n i n gp o r t i o no ft h ee x p e c t e du s e f u ll i f e .I n  

suchins tancesthere imbursement  will commence w i t h  

e i t h e r  t h e  r e p o r t i n g  of  suchcostsonanannual 

c e r t i f i e d  c o s t  r e p o r t  o r ,  uponsubmiss ionof  a c o s t  

r e p o r t ,c e r t i f i e db ya ni n d e p e n d e n tp u b l i ca c c o u n t a n t ,  

w h i c h e v e ri ss u b m i t t e d  f i r s t .  I ne i t h e re v e n t ,t h e  

r e p o r t i n go fs u c hc o s t sm u s t  be accompanied by a sworn 

s t a t e m e n t  b y  t h e  a d m i n i s t r a t o r  o r  t h e  c h i e f  f i s c a l  

o f f i c e r  o f  t h e  f a c i l i t y  t o  t h e  e f f e c t  t h a t  t h e  

improvements made a r e  n o t  p a r t  o f  a number o fp l a n n e d  

r e l a t e dp r o j e c t sw h i c h ,i nt h ea g g r e g a t e ,t o t a l  

$100,000 or more. 

( c )  I f  t h ec o s t  o f  animprovement i s  l e s s  t h a t  

. $100,000 and : 

( 1 )  i s  under taken a s  t h er e s u l t  o f  an 

emergency s i t u a t i o n ;  
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( 2 )a f f e c t st h eh e a l t ha n ds a f e t yo ft h e  

p a t i e n t s ;  and 

( 3 )  t h ef a c i l i t yc a nd e m o n s t r a t ed i r e  

f i n a n c i a lc o n d i t i o n ;  

t h e n  t h e  l i m i t a t i o n  s e t  f o r t h  i n  sec t ion86-2 .21(e) (6 )  

o f  t h i s  S u b p a r t  will b e  m o d i f i e d  t o  a l l o w  f o r  t h e  

r e i m b u r s e m e n to ft h ed e b ts e r v i c ea s s o c i a t e dw i t ht h e  

f i n a n c i n go ft h ea p p r o v e dc a p i t a li m p r o v e m e n to v e rt h e  

e f f e c t i v e  t e r m  of  t h e  o b l i g a t i o n  or f i v e  y e a r s ,  

wh ichever  i s  g r e a t e r .  Any c o n t r i b u t i o nt ot h e  

i m p r o v e m e n tb yt h ef a c i l i t ya n dn o tf i n a n c e db yt h e  

d e b to b l i g a t i o n  will becons ideredanequ i ty  

c o n t r i b u t i o n  a n d  a n  a d j u s t m e n t  t o  t h e  f a c i l i t y ' s  t o t a l  

c a p i t a l  e q u i t y  will be made. 

( d )  I f  a f a c i l i t yu n d e r t a k e sa na u t h o r i z e d  

i m p r o v e m e n tw i t h o u ti n c u r r i n ga d d i t i o n a ld e b t ,t h e n  

t h e  f a c i l i t y  V i 1 1  r e c e i v e  a r e t u r n  on equ i t yand ,  when 

a de terminat ionhasbeen made i na c c o r d a n c ew i t h  

s e c t i o n8 6 - 2 . 2 1 ( e ) ( 4 )  Of t h i sS u b p a r t ,  a r e t u r n  o f  

e q u i t y ,  f o r  t h e  f u n d s  i ni n v e s t e d  t he  improvement. 

( f ) ( l )  W i t hr e s p e c tt of a c i l i t i e sg r a n t e do p e r a t i n g  

c e r t i f i c a t e s  p r i o r  t o  March 10, 1975, thecommiss ioner  may m o d i f y  or 


